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The Soviet Approach to
the Third World
Debt Problem

The Soviets appear cager to take a larger role in the debate over debt relief
for the less developed countrics (LDCs). To date, however, Moscow’s only
noteworthy action has been General Sccretary Gorbachev's statement on
Third Wérld debt before the UN last December. His address included both
unilateral and multilateral proposals that probably curricd political favor
with the LDC:s but fell far short of providing a working blueprint for Third
World debt relief. .

In the months following the speech, the Soviet icadership has donc nothing
to clucidate Gorbachev's presentation. Moscow may not feel pressured to
offer more details because much of what Gorbachev proposes is not new.
His multilateral proposals consist largely of ideas that have been part of
programs offered in recent years by other governments and international
financial institutions. Even his talk of unilateral debt relicf does not suggest
a radical departurc for Moscow. The Sovicts historically have viewed
lending as a means to further foreign policy objectives. They have allowed
many of their poorest debtors to postpone repayments and, in some cases,
have forgiven portions of their obligations in exchange for political and
strategic bencfits

Moscow's willingness to push debt relief at this time stems largely from the
limited costs it would incur, as the burden of any plan implemented would’
fall mostly on the developed West. We estimate that Third World debt
obligations to the USSR totaled about $120 billion at yearend 1988, twice
their level in 1984 but still only about one-teath the size of the debt the
LDCs owed the developed West. Morcover, much of the debt owed
Moscow involves a different cast of characters than the Latin American
debtors that owe sizable amounts to the West. Almost three-fifths of the
Soviets’ Third World debt is concentrated in the Communist LDCs and the
Marxist nations, where repayment prospects are blcak. Moscow has few
outstanding cash loans; most debfc are the result of unpaid bills for
deliveries of Sovict merchandise

Moscow will continuc its cflorts to play a more active role in the debt issue
by occasionally commenting on various relief packages such as the onc

proposed by US Secrctary of the Treasury Brady, and may eventually offer
morc details on its own package. It may even unilaterally reschedule or re-
duce the debts of some of its “basket cases” to pressurc Western creditors
to take action. But Moscow is unlikely to press the issuc oo hard as it sccks
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Western support to join international economic organizations, such as the
GATT, and thus become better integrated in the world economy. The
fatlure to forgive any of Cuba’s debt during Gorbachev's recent Havana
visit suggests that thg.Soviet leadership is awarc of the industrialized
West’s sensitivity to this issuc.

Whilc any further actions will most likely be designed to garner maximum
political gain, Moscow has economic incentives for dealing with Third
World debt as well. We believe the Sovicts are worried that Third World
debt obligations to the developed West are hindering Moscow’s initiatives
to boost exports to the Third World and obtain payment on its own debts
The Sovicet leadership appears to be taking a harder line with respect to
granting new credits, in part because it nceds the resources itself, but also
herance it realizes that most new credits would become uncollectible debts.
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The Soviet Approach to
the Third World
Debt Problem

Exploiting the Debt Issue

The Sovicts, insearch of political gain, have tradition-
ally blamed the developed West for virtually all the
ills plaguing the Third World. The issuc of debt has
proved to be no exception. At numerous international
forums, especially meetings of the United Nations,
Sovict officials have expressed concern about Third
World debts to the West. For example, the Soviets
sought to capitalize on the issue in January 1986
when thé Soviet press published Foreign Minister

- Eduard Shevardnadze's fctter to the UN on the
“Economic Sccurity of States."-The letter called for
the UN to protest the “strangling of the LDCs with a
noosc of debts.” In his report to the 27th Party
Congress the following month, General Sccretary
Gorbachev preseated an outline for “international
security,” which included a proposal for a multilateral
quest for the just settlement of the debt problem.
Later that ycar Shevardnadze presented Gorbachev's
“international security initiative™ to the UN General
Assembly on behalf of the Socialist countries

The Sovicts have focused a good deal of their debt
propaganda on Latin America:

During visits of various Latin American foreign
ministers to the USSR in 1985-86, Sovict officials
reportedly expressed sympathy for those countries
with burdensome debts to the West.

.

The Western press reports that Sheverdnadze’s trip
to Brazil, Uruguay, and Argentina in 1987 included
offers of Soviet moral support on the debt issuc.

During Brazilian President Sarney's October 1988
visit to the USSR, the Sovicts expressed support for
Brazil and other Latin American countries to rene-
gotiate their debts and indicated that the USSR
wanted to become Brazil's strongest ally on the debt

-]

issue, according tg C

Nevertheless, Moscow failed to publicly endorse Pres-
ident Castro's 1985 plan to have the Third World
countries repudiate their debts. For the most part,
Soviet leaders have assumed a rather low-key ap-
proach to the issue and have been willing to let lower
ranking Soviet officials deal with this topic.

General Sccretary Gorbachey's statement on Third
World debt before the UN General Assembly in
December 1988 suggested that the Soviet leadership
was willing to take a more active stance on the issue.
His address, however, scemed designed to curry politi-
cal favor with the developing countrics and to put
Western creditors on the defensive, rather than to
offer meaningful proposals. Gorbachev may have been
secking support for a2 more vigorous Soviet role in
what has generally been a dialogue between the
developed West and the Third World. He may have
hoped to present the USSR as a bigger player in this
arena than the actual level of its economic involve-
ment would dictate.

Gorbacher's UN Platform

Gorbachev's address, while including both unilateral
and multilateral propasals that garncred much public-
ity, fell far short of being a working blucprint for
Third World debt relief (see inset). The unilateral
proposals consisted of vague offers of lengthy morato-
riums in repaymentste the USSR and, in some cases,
outright debt cancellation. The General Scerctary
also called for the usc of multilateral forums to
discuss various debt relief proposals. including limita-
tions on official dcbt repayments.

Statements by high-ranking Sovict officials following
Gorbachev's UN speech support our belief that his
remarks were largely rhetoric, and neither the culmi-
nation of a well-thought-out Soviet plan nor the




Excerpt From Gorbachev's UN Address

The following is the entire portion of Gorbachey's
text that dealt with Third World debt issues. The
speech was delivered before the UN General Assem-
bly on 7 December 1988: ’

“... Foreign debt (Third World) is one of the most
acute problems. Let us riot forget that during the
colonial era the developing world advanced the pros-
perity of a considerable part of the world community
at the price of incalculable losses and sacrifices: The
time has come to compensate for the deprivations
that accompanied this historic and tragic contribu-
tion to the world's material progress. We are con-
vinced that the solution again lies in internationaliz-
ing the approach. Taking a realistic look at things,
one must acknowledge that the accumulated debt
cannot be paid, that it cannot be recovered on the
original terms. The Soviet Union is prepared to
establish a long-term moratorium, up 1o 100 years,
on the payment of debts by the least developed
countries, and, in a whole series of cases, to write off
the debts completely. As far as other developing
countries are concerned, we invite you 1o consider the
JSollowing: ’

* To limit payments on their official debts in accor-
dance with the indexes of economic development for
each aof them, or to declare the long-term deferral of
a large part of the payments. :

* To support the appeal of the UN Conference on
Trade and Development (UNCTAD) to reduce in-
debtedness to commercial banks.

*» To provide governmental support for market mech-
anisms for settling Third World debts, including
the creation of a specialized international institu-
tion for buying up debts at a discount.

The Soviet Union advocates specific discussion of

ways of settling the debt crisis at multilateral

Jorums, including consultations of heads af govern-

ment of debtor and ~reditar nations, held under the

acegis of the UN.”

beginning of a major Soviet offensive in this area. At
a press conference immediately after Gorbachev's UN
speech, Soviet spokesperson Gennadiy Gerasimov
could not provide any additional information on the
debt relief proposals. Similarly, Foreign Minister
Shevardnadzc, at a press conference in the Philippines
later in the week, stated that details for implementing

.Gorbachev's proposals would not be formulated until

the first part of 1989. (

In the months following the speech, the Soviet leader-
ship has donc nothing to further clarify Gorbachev's
presentation:

= Although a Sovict academic reported in the Soviet
magazinc Moscow News in carly January that the
USSR was going to cancel the debt of 22 countries,
mentioning Mozambique, Ethiopia, and South Ye-
men by name, at least one Soviet foreign affairs
official has renounced the list, stating that every-
thing was at a prcliminary stage and that it was too
carly to say anything specific.

A Sorvict radiobroadcast at the end of March dis-
cussing the Third World debt problem did not
present any additional information on Gorbachev's
proposals.

The Soviets® generally supportive reaction at the
UN to US Secretary of Treasury Brady's recent
propasals failed to mention Gorbachev's own
initiatives.

Gorbachev’s much-anticipated speech to the Cuban
National Assembly at the beginning of April only
referenced his PIN proposals without providing any
new insights.

Moscow may not fecl pressed fo offer more details
because much of what Gorbachev proposcs is not new;
his multilatcral proposals consist largely of ideas that
have been part of programs offcred in recent years by
other governments and international financial institu-
tions. For cxample, France's President Mitterand




called last Scptember for the International Monctary
Fund (IMF) to sponsor a debt reduction scheme.
Japan’s “Miyazawa Initiative," floated in Junc, pro-
poscd IMF management of an escrow account com-
prising foreign currency reserves of debtor nations
that would be used to back bonds issued by those
nations to purchasc their outstandinz commercial
dcbts at a discount. ' ,

At least two of Gorbachev's proposals are very similar
to initiatives under consideration by the Group of
Eight (Rio Club) Latin American debtors)C

- : J broad
plans of action under considcration by the group
include:

» The exchange of ungraded bonds or sccuritics by a
dcbtor, backed by a multilateral financial institution
for discounted dcbt.

* « The creation of a ncw financing agency or the use of
onc that alrcady exists—such as the World Bank or
[MF—to acquire discounted debt on the sccondary
markel. )

¢ The use of market mechanisms through which debt
can be converted into cabital, cxports, investments,
bonds, or securitics

Moscow's Lending Practices :
Gorbachev's proposals for unilateral debt relicf do not
nceessarily represent significant concessions by Mos-
cow. The Sovicts historically have allowed their poor -
est Third World dcbtors, such as Cuba, Mozambiquc,
and South Yemen, to postponc debt repayments and,
in somc cases, have canceled portions of those coun-
tries’ obligations. [n recent years, Moscow also ac-
commodated wealthicr debtors such as Iraa and Alge-
ria when they fell upon hard timcs,[:

“Vthe Soviets, within

* The Group of Eight consists of the presidents of Colombia,
Mezico, Panama, Veaczucla, Argentina, Brazil. Peru, and Ury-
tuay. who mccl to coordingic regional debt efMorts. The Ria Club i<
the informul name given 1o the Group of Eight finance ministry
officials, organized by the oecsidents to discuss and rewotve Latin
American debt prahle e .

e a]

the past couple of years, have rescheduled or restruc-
tured the debts of virtually all their Middle Eastern
customers and many of their African, Asian, and
Latin Amecrican debtors.

Since the UN speech, Moscow may have initiated
somc additional unilatcral actions:

+ The day after Gorbachev's UN address, Havana
publicly announced that Moscow had proffcred a
moratorium on Cuba's debt payments. However,
both Gorbachev and Castro skirted the issuc at a
press conference following Gorbachev's speech in
Havana on 4 April.

A recently initialed protocol postponing Mozambi--
que's debt payments duc in 1989 and 1990 calls for
further ncgotiations based on Gorbachev's UN
address.

ol 1 Moscow would be willing
to forgive some of Ethiopia’s debts if the Ethiopians
would make assurances that the remaining debt
would be repaid

Moscow’s relatively lenient stand on its repayment
problems with the Third World stems largely from
political determinants. Its lending practices in the
Third World arc, more often than not, made in
concert with foreign policy goals, and do not necessar-
ily scrve Soviet cconomic interests. For cxample.

-Moscow has gained considcrable political leverage
" and access to military facilities by allowing the Com-

munist and Marxist countrics (0 run up large debis.
Moscow’s attempls to gain or retain influcrce with
other 1.DCs are often accompanicd by offers of soft

currency loans for project assistance. [n contrast, the
forcign pelicy goals of governments in the develogped

West often run counter to theinterests of Western
bankers and businessmen

Even the cconomic aspects of Sovict lending dilfer
from Western practices. Victually all of the debis
owed Moscow arc the result of unpaid bills-—both
principal and interest—on deliverizs of Sovi-e military

Secret—




and commercial goods, while Western loans are large-
ly a combination of cxport credits and unticd lending.
The USSR has, on rarc occasions, extended small
cash loans to some of its LDC clicats that are not ticd
to purchases of Sovict merchandise. But Moscow has
been quite demanding in having such loans repaid,
and we belicve this type of loan represents less than 1
pereent of tatet Soviet financial cxposure in the Third
World. ’

In particular, Moscow has traditionally provided siz-
able credits to the Third World to bolster sales of
Soviet nonmilitary manufactured goods, which have
suffered from poor marketing techaiques, low quality,
and inadequate after-sales service. We belicve that as
much as three-fourths of Sovict machinery and cquip-
ment sales over the last 20 ycars have been delivered
on credit. Morcover, the original payment terms for
about two-thirds of the debts call for repayment in
Kind. The inability of the Third World to make timely
hard currency payment for the remaining onc-third
results in an cven higher percentage of debts being
sctiled with goods. Conversely, most Third World
debte ta the West call for repayments in hard curren-
cy

Third World Debt to Moscow

We estimate that Third World debt to the USSR
totaled about $120 billion st ycarcend 1988, about one-
tenth the size of the LDC debt to the developed West
{scc figurc 1 and insct). Morcover, the two debts are
concentrated in different scts of countrics:

The developed West's 10 largest debtors '—includ-
ing four in Latin Amecrica—owed the West some
$550 billion at yearend 1988, but owed less than
$20 billion to the USSR.

The “lcast developed countrics,”” 3s designated by
the World Bank and the IMF and located primarily
in Sub-Saharan Africa and South/East Asia, owe
the West rpyghly five times as much as they owe the
Sovicts. "

* The 10 largest debrors include Bearil, Mcuico, Argentina, ladonc-
sia, Egy~ Nigeria, Venczucla, Philippincs. 1ndis. and South
Koxea

wosuuasca Third World
Debt Obligations

Trillion current US §

2

“|-50yiau

Military Debes. Slightly more than hatf of LDC
indcbtedness to the USSR—S$65 billion—is in the
form of military debt (scc figure 2 and table 1). Our
analysis indicates that the non-Communist LDCs
account for over ninc-tenths of the total:

- We estimate that Moscow's traditional Middle East
arms customers owe the Sovicts about $31 billion,
with Syrian dcbts accounting for roughly onc-hatf of
this amount.

The Marxist states—Angola, Ethiopia, Afghani-
stan, Nicaragua, South Yemen, and Mozambique—
have run up an arms tab of some $14 billion, most of
it owed by the first three countrics.




Estimating Third World Debts to Moscow

Calculating the size of the Third World's debts to the
Soviet Union is fraught with uncertainty because
hard data are unavailable. Nonetheless, we believe
that a reasonable estimate—give or take 10 10 15
percent—can be made using all-source reporting,
which provides both- “ballpark* debt numbers for
some countries and infarmation helpful in’estimating
the debis of others.

Total debt is calculated by summing up our individ-
ual estimates for military debt, economic debt of the
Communist LDCs, and economic debt of the non-
Communist LDCs. Each type of debi is derived with a
different method:

« The lack of information on repayment and resched-
uling terms for all but a few of Moscow’s military

. debtors forces us to rely largely on collateral debt

" information obtained from various sources. Individ-
ual country data. such as assumptions about inter-
est rates, repayments, and credit extensions, are fed
into a model that calculates the estimated debi.

* To estimate the non-Communist LDCs’ economic
debts, we use the terms of the original loan agree-
ments (10 to 12 years at 2.5 to 4 percent), taking
into accountt reschedulings of which we are aware.

e To calculate the Communist LDCs* economic
debts—which are repayable in goods—we rely
mostly on-cumulative trade deficits reported by the
Soviets, allowing for debt cancellations, and on
estimatsc ~f the value of Soviet technical assis-
fance.

Composition of Third World Debt
to the USSR, 1988

I Economic debt B Miicary dete

Touk 31194 bidhion

All other LDCs

Marxist staies ®

Another large chunk of military debt is owed by
Moscow's clcaring account trading partners: India
(3111 billion) and Egypt (54.4 biltion).

The remaining $5 billion ts owed by Peru (S1.1
billion), Jordan ($1.0 billion), a few othcr moderate
Arab states 2nd aumerous Sub-Saharan African
countrics.

t Cambodia, Cuba, Lacs. North Korea,
Mongalia, and Yictnam.

b Afghanistun, Nicaragea. Ethiopia
South Yemen, Angola. and Mozambique.

The Communist LDCs—Cuba, Victnam, Mongolia,
North Korea, Laos, and Cambodia—account for less
than 10 percent of the total Third World military debt
owed the USSR, despite receiving sizable Soviet arms
deliverics for the past 10 ycars. The abscnce of
substantial military debts by these countrics is a result
of Moscow's lypically providing arms to them free of
charge—sales to North Korea being the one notable
exception. Despite the frec arms, Victnam and Cuba
L~v~ rach run up military debts of some $1-2 billion.




Economic Debts. Third World economic obligations
to Moscow total somec $54 billion and are overwhelm-
ingly concentrated in the Communist LDCs. Indeed,
we estimate that Cuba has run up a tab of almost $20
billion, obtaining commodities such as Soviet oil and
machinery and equipment critical for its economic
well-being (sce inset). Similarly, economically trou-
bled Vietnam and Mongolia have perennially relied
on the USSR for a majority of their imports, with
little ability to pay for them.'As a result, we believe
cach of these countries has incurred debts of about
$11 billion to the Soviet Union.

In contrast, we cstimate that the non-Communist
LDCGs, combined, owe the Soviets just under $11
billion, accounting for about one-fifth of Moscow's
outstanding Third World economic debts:

* About 90 percent of non-Communist LDC econom-
icdebt is in the form of long-term economic credits
financed on favorable terms; the remaining 10
percent Sonsists of long-term commercial loans with
more competitive terms.

Marxist states account for almost $4.5 billion of the
debt, most of which was accrued in exchange for
Sovict assistance in development projects.

* Non-Marxist debtors owe more than $6 billion, with
India, Nigeria, Syria, and Iran each estimated to
have debts between $0.5 biilion and $1.2 billion.

Moscow's Expectations for Repayment

Moscow probably harbors no illusions that the bulk of
its Third World debts will be repaid. (Table 2 lists the
Sovicts” major debtors and our judgments of the
likelihood of repayment.) Moscow has been willing to
accept laborers from the Communist LDCs to work in
the USSR as a means of extracting some repayment
of the roughly $50 billion in total obligations. But for
‘the most part, Moscow will continuc to accept politi-
cal and strategic gains to offset the paucity of debt
paymeats. For example, Cuba has proved a uscful
adjunct of Soviet foreign policy, which has been
amply demonstrated militarity in Africa and political-
ly throughout the Third World, and has been a

Cuba'’s Debt to the: USSR

Cuba provides a good example of the difficulties
encountered in estimating the debts of specific coun-
tries, especially the largest debtors. An examination
of trends in Soviet economic and military assistance
to Cuba results in an estimate of total débt for
yearend 1988 of roughly $21 billion. Almost 95
percent—or $19.7 billion—af this debt is economic,
resulting largely from unpaid bills for Soviet imports
since the Cuban revolution. The economic debt could
be smaller to the extent that Moscow has canceled
some interest payments—which it has, _ =
nd also credited Cuba with repay-

ments for some services. The military component of
the debe is small, despite military deliveries [

Jeach year since 1980. Moscow report-
edly provides most of the hardware free of charge and
expects payment only on dual-use items, such as
trucks and transport planes. However, {_ "T )
] Cuba’s total debt to the Soviet Union

could be as high as the equivalent of $34 billion. We
believe that the high end of this range would be
probable only if large amounts of economic assistance
went undetected and some military deliveries were
made on credit and not gratis.[—

1834 billion estimate does, indeed.
include materials provided free of charge.

valuable socialist “outpost” in the Western Hemi-
sphere. The Soviets* continued access to military
facilitics at Cam Ranh Bay has been facilitated by
Victnam's debts to the USSR.

The same holds truc for the $18 billion debt of
Moscow's Marxist clients. Excusing portions of this
debt would not cost the Soviet economy much because
most of thess countries are already failing to meet
scheduled payments. They remit less than $300 mil-
lion annually—including both goods and hard curren-
cy——against their Soviet obligations. The best Mos-
cow can hope for in the forcsceable future is to use the
debis as a lever to secure noneconomic benefits




Table 1 Billion current US §+  Table 2
Estimated Third World Debt The USSR’s Top 10 Third World
to the USSR ’ Debtors, 1988
1982 1983 1984 1985 1986 1937 1988 Debt Estimatc (billion 5)* Status of the Dcbt *
Ty(_nl debt 47.6 561 61.2 677 86.8 1052 1194 Total Military .ggqmmic
Commuaist 170 208 23.4 270 346 42) 49) Cuba 210 13 19.7 Unlikely 10 be repaid.
LDCs® ! Syria 153 145 08 Unlikely to be repaid.
Non-Communist 30.6 35.3 37.8 406 52.2 629 70.1 Victnam 130 1.9 11.1 Uslikely to be repaid.
1OCs Inda 122 111 I India has remaincd
Marxist 49 65 83 91 125 158 184 cutrent on its repay-
_salo: ments, paying in
Middlc 1.5 195 19.9 206 26.5 316 . 34.0 1upecs.
East? Moagolia 110 0.1 109 Beticr destribed as
Other 82 93 9.6 103 132 155 117 Syvict "invcl.men'l."
Militeey 265 303 31.9 347 46.1 510 654 tiven Mongolia’s in-
terdependence with
TCommunist 1.4 16 1.8 23 3.4 44 58 USRS eoonomy:
v i : fraq 3 50 08 Probably repayable
— - because of vast oil
gon- i 25.1 8.7 30.1 324 427 526 .59.2 __roserves.
ocs Ethiopia 5.6~ 5.t 0.5 Ualikely to be repaid.
Marisu 37 49 61 10 92 11s 139 Amos 54 52 0.2 Most debx reschod-
states . wkd receatly.
Middic 158 (7.6 178 183 240 289 3.0 Algeria 46 3.9 0.7 Recently resched-
East vled; Moscow accept-
ing some payment in
Other 56 62 62 11 9.5 118 143 £oods.
Economic 21.1 258 293 330 40.7 481 544 Egypt 45 44 0.1 Recently rescheduled
. debt tthe debt is largely
Communist 15.6 19.2 21.6 248 31.2 319 4.5 because of arms pur-
LDCs . chases before 1975).
Non- 5.5 66 1.7 82 9.5 103 109 4 Preliminary.
Communist  Our judgment, on the basis of avzilable information.
LDCs : ) ‘
Marist 1.2 16 22 21 33 40 45
states .
Middi 1.7 1.9 2.1 23 2.5 21 30 . N .
E;,, ¢ Moscow probably is morc confident that it can obtain

Other 26 31 34 132 AT 16 d4

2 While virtually all of Moscow's Third World debt agreements are
valued in rubles, about three-fourths of the loans are payable in
hard currency—or hard géods—allowing s 10 present these debis
in dollars using the official Soviet rublc/dollar exchange rate. For
those debts payable in solt currencies, such as the Indian rupee and
the Egyptian pound, dollar valuations may misstate the debi.

* The Communist LDCs are Cuba, Vietnam, Mongolia, North
Kocea, Laos, and Cambodia.

< The Marxist states are Afghanistan, Angola, Ethiopia, Mozam-
bique, Nicaragua, and South Yemen.

4 For the purposcs of this paper, the “Middle East™ eacompasses
Moscow's traditional arms clicnts {Algeria, Libya, Iraq, Syris, and
North Yemcn), the moderate Arab states (Egypt, Jordan, Kuwait,
Saudi Arabia, the Unitcd Arab Emirates, Oman, Bahrain, and
Qatar), and lran.

some repayment on the $52 billion owed by non-
Communist, non-Marxist LDC debtors. But it most
likely realizes that, cven in these cases, timely repay-
ment is questionable. The depressed world prices of
raw materials—particularly oil—have turned a num-
ber of Moscow's good arms customers, such as Iraq,
Algeria, and Libya, into problem cases. We believe

" that India continucs to mect its payment obligations.

However, New Delhi is concerned that its military
debt repayments to the USSR are growing, mainly
due 1o the decline of the rupee against the ruble, and
is reluctant to agree to new major defense contracts.




To cnsurc at least some type of compensation from
troubled debtors, Moscow will continue to accept
payment in kind—mostly oil and other raw materials.
In fact, oil deliverics from several Middle East clients
climbed sharply last year. The Sovicts 2re also willing
to cnter into somewhat unorthodox schemes: for ex-
ample, allowing Peru to meet some of its debt obliga-
tions through nontraditional exports to the USSR.
And Moscow has recently accepted Algerian agrigul-
tural machinery, although the Sovicts rarcly import
machinery and cquipment from Third World states.
The Sovicts stop dclivering goods as 2 means cf
exerting pressure only when significant arrearages
occur with counrtiac Moscow believes have some
ability to pay.

The Next Step

Moscow will continue with its cflorts to play a more
active role in the debt issuc by occasionally weighing
in on various relief packages such as the Brady
proposais, and may cventually offer more details on
its own package. The Sovict leadership may be espe-
cially keen to continuc to play up Latin America’s
_debt problems, because the costs to Moscow of any
multilateral debt relicf program for this region would
be small and limited primarily to Peru. Not only were
Gorbachev's UN proposals in tunc with what has been
proposed by the Group of Eight {Rio Club), but he
timed his remarks to be made just a few weeks prior
to a scheduled mecting of the major Latin American
debtors. Various Latin American press reports—most
notably from Peru and Brazil—following Gorbachev's
UN spcech indicate that his remarks were received

favorably, in stark contrast with the mostly downbeat

press reporting in the developed West. The Soviets
may cven unilaterally reschedule or write off more
debts of some of its “baskel cascs™ 1~ nressure
Western creditors to take action.

We belicve, however, that Gorbachev's failure to
announce publicly a forgivencss of all, or cven a part
of, Cuba’s debts during his recent visit—in spite of
numcrous reports in the ncws media predicting the
contrary—reveals that Moscow is awarc of the costs
cf playing its Third World debt card 100 ofien.
Moscow's goal of becoming morc integrated into the
world economy hinges on being accepted into such

Western-run organizations as the GATT and IMF,
and thus it is likely to handlc the debt issuc delicately
50 as not to offend Western governments and bankers.
Moscow may also be concerned that a highly visible
canccllation of Cuba’s debt would weaken the Sovicts'
hand, both in obtaining future cconomic concessions
from Havana and in negotiating with other Third
World countrics on debt rescheduling. Indeed, Burun-
di's proposal to thc USSR last January to cancel its
outstanding loans was rcportedly insnired bv Gorba-
chev's UN address. according to & j

Z

Moscow may expect the gains from its debt initiatives
to be largely political, but it may also hope for some
cconomic spillovers. The Sovicts may be particularly
concerned with the negative impact that LDC indebt-
cdness, in general, is having on their own cconomic
fortunes in the Third World. While Moscow recog-
nizes that profitable economic relations with some
countrics—like the Communist LDCs—are impossi-
ble, we believe the Soviets are worried that Third
World debts to Western creditors arc hindering Soviet
initiatives to boost trade with other, less destitute
countrics. For cxample, a recent Soviet journal article
emphasized that the Latin American debt problem
was impeding the development of trade with the
region. Sovict trade statistics show that Moscow's
cxports to the Group of Eight have declined markedly
since the beginning of the LDC debt crunch. In 2
similar vcin, although the USSR i< ctenning up trade
overtures 10 the Philippines, T . Jthe
Philippine Ccntral Bank is resisting barter deals with
the USSR because of the ne~4 1o carn hard currency
to service Western debts.

In contrast 10 Moscow's rclatively lenient approach to
collecting payment on debts alrcady incurred, we
believe Gorbachev is iclivcly sccking to reduce the
likclihood of uncollcctible debts in the future. For
example, [ v —] Moscow is
trying to reducc the share of its exports provided on
credit 10 the Communist LDCs and the Marxist states
through some combination of reduced exports and




increased imports. The Soviets are particularly con-
‘cerned about the level of financing they provide Cuba
and Victnam to cover their combined $2-3 billion
yearly commercial trade deficits with the USSR. In
addition, the Sovict Bank for Foreign Economic Af-
fairs recently instituted a new policy for Soviet banks
‘abroad not to extend loans to Cuba and North Korea
unless they were cither state zuaranlccd or 100
perceat secured,

_1In the casc of Soviet credits still ﬂowmg to the
Commumsl LDCs and the Marxist states, "there is
increasing evidence that Moscow will take a more
active role in determining how the credits are used by
tying them to specific projects approved by Moscow
and by increasing hands-on supervision of those pro-
Jjects.

Moscow also may be planning to cut back sharply on
military aid to the Communist LDCs and Marxist
states in the carly 1990s, according w6

] Whilc the Sovicts are likely to honor
gurrent, multiycar arms agreements for many clicnts,
they may take a harder stance as new agreements are
worked out. Forcign Minister Shevardnadze stated
publicly in latc 1988 that the USSR cannot supply all
of the military and ¢conomic needs of its clients.
Privatcly, the Sovicts have already told Victnam,
Ethiopia, and Mozambxquc to expect cuts in military
aid.
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Many non-Communist, non-Marxist states are also
facing toughcr lending policies when secking Sovncl
credit. For example, Moscow probably views pros-
pects for repayment from Syria as extremely bleak for
the foresceable future. During President Assad’s visit
in 1987, Gorbachev reportedly hammered home the
message that Syria could no fonger be given a blank
check for the latest Soviet armaments, =

’ ) a more businesslike
approach. Moscow has apparently also been less
forthcoming with economic credits for Damascus. A
Syrian trade delegation looking for construction mate-
rials oa credit for projects slated for 1989-90 rclurnod
from the USSR emptyhanded.

Even some of Moscow’s “better™ customers are com-
ing under increased scrutiny. For example, & Soviet
trade officer in Peru stated that the USSR is not
interested in providing further credits uati! Lima pays
ofl semp, of its outstanding obligations, accordinz’tq:,

- 3
_{ was somewhat concerned about Sovict finan-
cial exposure in [raq. Other Soviet diplomats have
stated that the USSR remains committed to partici-
pation in Iraq’s cconomic development in the postwar
period, but it would no longer provide “huge™ soft
loans.
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